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Governmental Accounting 
B Y R . S. JOHNS, with Haskins & Sells 
TH E R E is considerable difference of opinion regarding the extent to which 
the principles of accounting as applied in 
the commercial field should be followed in 
accounting for our various governmental 
units. Some argue that the principles of 
commercial practice should be applied to 
governmental accounting without modifi-
cation. Others say the situation is differ-
ent entirely, that the problem must be 
approached from a separate and distinct 
point of view, and that it must be handled 
in the light of the special characteristics 
involved. 
That there is a difference between com-
mercial accounting and governmental ac-
counting is quite evident when serious 
consideration is given to the matter. True, 
accounting for the operations of a govern-
ment rests on the fundamental principles 
of double entry, just as the accounting for 
nearly any other enterprise is based on these 
principles; but the elements of accounting 
which are stressed in commercial account-
ing change in their relative importance in 
connection with governmental accounting. 
Probably the most striking difference 
between the operations of a government 
and those of a commercial enterprise is the 
fact that, while the aim of private business 
is profits, governmental operations are 
carried on without regard to profits. The 
phenomenal growth in the use of the cor-
porate form of organization in business, 
which has brought with it the idea of fixed 
investment yielding a constant flow of in-
come, has caused considerable emphasis to 
be placed upon certain features of corporate 
accounting in the effort to compute profits 
accurately and to prevent the impairment 
of capital. The breaking up of business 
operations into periods has necessitated 
the allocation of income and expenses to 
those periods, with the net result that con-
siderable stress has been placed upon the 
proper treatment of such matters as depre-
ciation, prepaid and accrued items, signif-
icance of surplus, and upon the necessity 
for statements drawn up with due regard 
to the form and content thereof. In 
governmental accounting, however, it is 
doubtful whether some of these questions 
are as important as in commercial account-
ing. 
A government is concerned principally 
with rendering service to its people. 
Revenues are raised in order to meet the 
necessary expenditures for such service, 
not to make a profit. Moreover, there is 
no necessity for accounts representing 
ownership, such as capital stock, partners' 
capital, etc. The excess of assets over 
liabilities is indicated by "surplus" ac-
counts which must be carefully dis-
tinguished to make certain that the unused 
revenues which they represent are used for 
their intended purposes. A commercial 
concern generally is organized for a single 
purpose, while a government usually per-
forms several distinct functions. Because 
of the fact that a government is engaged 
in these various services, and owing to 
the requirements of the laws affecting the 
raising of revenues and the authorization 
of expenditures, transactions are recorded 
by funds, that is, according to the several 
functions to which they relate. Some of 
the funds which may be present are the 
general fund; funds for special purposes, 
such as school fund, park fund, and high-
way improvement fund; trust funds; and 
sinking funds. 
Fund accounting has been adopted as 
the procedure for recording transactions in 
connection with government activities as a 
means for safeguarding resources and 
restricting and controlling expenditures. 
The operations of each fund being distinct, 
the funds should be separately accounted 
for. Cash, receivables, vouchers payable, 
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surplus, etc., should be segregated by funds 
in the accounting records. One of the 
principal characteristics of governmental 
accounting is that the integrity of each 
fund must be kept inviolate. 
The financial statement of greatest signif-
icance in commercial accounting is the 
balance sheet. The balance sheet is a 
statement of financial condition as of a 
certain time. One of its principal uses 
today is to furnish a basis for credit. The 
balance sheet also has been used at one 
time or another to indicate whether or 
not capital was impaired, to see that 
creditors were protected properly, and to 
account to stockholders for moneys in-
vested. 
Governmental units do not have need 
for a balance sheet for credit purposes, the 
borrowing of money on favorable terms 
depending upon factors other than the 
financial condition displayed by the balance 
sheet. The purpose of a balance sheet is 
to present a true picture which is informa-
tive and which presents the various ele-
ments in all their relationships with un-
mistakable clearness. In governmental 
accounting a balance sheet representing the 
financial condition of each fund should be 
prepared. It is questionable, however, 
whether a balance sheet of a government as 
a whole should be drawn up in a manner 
similar to the corporate balance sheet, in 
view of the diversification of the activities 
of a government, the legal restrictions which 
affect governmental accounting, and the 
purposes for which government statements 
are prepared. Perhaps both form and 
content of the commercial balance sheet 
need to be changed to present clearly the 
desired information in a governmental 
balance sheet. 
In business every effort is made to in-
clude in the balance sheet all the assets and 
all the liabilities. In governmental ac-
counting, however, there is some question 
as to whether special types of assets and 
liabilities had not better be omitted. Of 
these, permanent properties and funded 
debt are the most important. When shown 
on a government balance sheet, these 
items usually are included in a separate, 
self-balancing section commonly referred 
to as the "capital account balance 
sheet." 
In a true balance sheet the two sides are 
interdependent facts, so closely related as 
to warrant saying that the balance sheet 
represents a single fact of ownership. Each 
side validates the other; each side sug-
gests the other as its complement. This is 
not true of the capital account balance 
sheet of a governmental unit. The re-
sources, the permanent properties, may or 
may not have been acquired through issu-
ance of bonds. And bonds may have been 
issued to meet current expenses as well as 
for the construction of permanent assets. 
There is no definite relation between the 
permanent properties and the funded debt. 
Such resources are not to be used to retire 
the funded debt; they do not even secure 
the debt. The presentation of surplus in 
this manner is of no particular significance 
and would lead easily to misinterpretation. 
Such surplus does not indicate potential 
strength as does the surplus of a corpora-
tion; it represents partial application of 
past revenues. Those who are familiar 
with governmental accounting might not 
be misled, but when it is realized that 
many classes of people examine govern-
mental reports, it can be seen that care 
must be taken in the form and language 
used to render the reports as intelligible 
as possible. It is doubtful, therefore, 
whether a capital account balance sheet 
should be presented as such. Probably 
suitable schedules of permanent properties 
and funded debt would be sufficient to 
present the necessary information for the 
purposes desired. 
If it is desired to include plant property 
in a governmental balance sheet, however, 
a separate section should be prepared for 
properties and funded debt rather than to 
merge these accounts with expendable 
capital funds as is commonly done in draw-
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ing up a capital account balance sheet. 
The permanent properties would be carried 
on a cost basis. Only that amount of the 
funded indebtedness which was incurred to 
acquire permanent property and which 
remained unpaid would be shown in this 
section as a liability. The surplus would 
be designated as "Surplus Invested in 
Fixed Assets." This surplus will repre-
sent the amount expended from revenues 
by the government on permanent property 
in use at the date of the statement. It 
should at all times be distinguished from 
fund surpluses. 
The method of valuing certain groups 
of assets in governmental accounting also 
is different from that used in private busi-
ness. Various expedients are resorted to 
in an effort to make the balance sheet of 
a commercial enterprise represent the true 
status and to distribute income and ex-
penses by periods. These expedients in-
clude the recognition in the accounts of 
depreciation, appreciation, accrued assets 
and liabilities, deferred charges and credits, 
and the like. Some of these practices are 
carried over into governmental accounting 
although the need for them there is not so 
great. Each period is separate and distinct 
in the accounting of a governmental 
agency; the element of periodicity, necessi-
tating the allocation of costs and profits to 
the proper period, is not involved in govern-
mental accounting. 
Despite this fact that a government lives 
from period to period, in governmental 
accounting prepaid items are frequently 
shown on the asset side and a corresponding 
figure shown as a reserve on the credit side. 
This practice may not be objectionable so 
long as a reserve is established, although, 
as previously stated, a governmental unit 
is not concerned with the allocation of ex-
penditures according to the period bene-
fited. Insurance, for example, may be 
paid in advance for a term of years. The 
total amount is authorized and the money 
expended. The deferred portion is not 
to be considered as an asset which is avail-
able. It might be better to show the entire 
premium as an expense of the first year 
rather than to go through the account-
ing difficulties of writing it off period by 
period. 
It is also questionable whether or not 
depreciation should be recognized in 
governmental accounting. Since no ac-
counts showing profits or losses are kept, 
there is no need for accounting for depre-
ciation as an expense. A government is 
not interested in recovering the cost of 
capital outlays from revenues received 
during the life of the asset. When new 
fixed assets are to be purchased, the neces-
sary money will be raised. It is unlikely 
that authorization will be made by any 
legislative body to set aside any funds for 
depreciation. Until moneys are authorized 
to be set aside in a depreciation fund, the 
creation of a reserve for depreciation 
through bookkeeping entries can have no 
practical result, inasmuch as the resources 
will not be available for the purpose for 
which the reserve was created. The pur-
poses for which depreciation records would 
be kept in governmental accounting could 
just as well be attained by keeping the 
necessary information in statistical records. 
Having determined what assets and 
liabilities are to be embraced in the balance 
sheet of a given entity, the problem then 
arises as to how they should be grouped to 
give a clear and unmistakable picture of the 
financial condition. In business, one all-
inclusive balance sheet is drawn up. 
Governments, however, in appropriating 
moneys, restrict their use to specified activ-
ities, and consequently, in order to show 
the status of the several funds, it is neces-
sary to present separate fund balance 
sheets. 
Sometimes, in an effort to present the 
status of all the activities of a government 
in one exhibit, a consolidated balance sheet 
is drawn up, without reference to funds, 
following the arrangement of the customary 
commercial balance sheet. The resultant 
mingling of surplus invested in fixed assets 
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with fund surpluses gives an amount for 
surplus which is not only not significant, 
but is actually misleading unless a sup-
porting analysis also is given. The rela-
tionship between funds also would be 
destroyed by consolidating all the fund 
balance sheets, because of the elimination 
of inter-fund accounts. Deficits in some 
funds might be covered up by surpluses of 
other funds, and there would be no indica-
tion as to the condition of the individual 
funds. 
Even if all the assets and liabilities are 
shown in one exhibit, it is essential that the 
segregation of funds be maintained. The 
form of a balance sheet is as important a 
consideration as the content. However 
significant, abstractly viewed, may be the 
content of any balance sheet, it will fail of 
accomplishing any useful purpose unless 
its form and arrangement be scientific and 
intelligible. 
The form of a consolidated balance sheet 
in keeping with the above requirements 
may be either sectional or columnar. The 
sectional form of balance sheet will exhibit 
each fund separately, each section being 
self-balancing and complete in itself. There 
will be one total of all assets and another 
total of all liabilities and surplus. There 
will be no totals of assets by classes and no 
elimination of inter-fund balances. The 
columnar form of consolidated balance 
sheet will contain a column for the assets 
and liabilities of each fund and an addi-
tional column to show the grand total 
of similar items of all the funds, such as 
cash, receivables, payables, etc. 
Instances of peculiarities in govern-
mental accounting are numerous. No 
attempt has been made to cover the entire 
field. Neither has there been an effort to 
uphold any single procedure to the exclu-
sion of all other possibilities. It is sufficient 
to indicate that there is a difference be-
tween governmental accounting and com-
mercial accounting; that certain questions 
shift in their relative importance in govern-
mental accounting; and that situations 
which arise in governmental accounting 
must be looked upon from a point of view 
distinct in itself. Not only should more 
time and effort be devoted to an extensive 
study of governmental accounting, but it 
is essential, in order to attain a rational 
solution of the problems involved, that 
governments should put into practice more 
promptly the best thought available. 
